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EO 1 1652 NA 
TAGS EFIN BR 

SUBJECT: SELECTED ECONOMIC AND FINANCIAL INDICATORS: MARCH-MAY 

REF: A. BRASILIA 3650 B. BRASILIA 3651 C. SAO PAULO 1538 

1 . SUMMARY- DATA THROUGH MARCH AND APRIL CONFIRM THAT INDUSTRIAL 
ACTIVITY HAS PICKED UP IN 1978, LED BY PRODUCTION AND SALES OF 
CONSUMER DURABLES. INDUSTRY SPOKESMEN INDICATE THAT FIRST QUARTER 
TRENDS CONTINUED INTO MAY. A SMALL TRADE SURPLUS AND READY RECOURSE 
TO FOREIGN BORROWING RESULTED IN FURTHER GRADUAL INCREASE IN FOREIGN 
EXCHANGE RESERVES IN APRIL. HOWEVER, THE EXCHANGE RATE IS LAGGING 
BEHIND RELATIVE RATES OF INTERNAL AND EXTERNAL INFLATION, ESPECIALLY 
IN VIEW OF THE RECENT GAINS BY THE US DOLLAR AGAINST OTHER MAJOR 
CONVERTIBLE CURRENCIES. INCREASES IN PRICES CONTINUE TO RUN AHEAD 
OF THE RATE IN LATE 1977 MAINLY BECAUSE OF HIGHER AGRICULTURAL PRICES 
RELATED TO DROUGHT AND REDUCED DOMESTIC SUPPLY. ALSO EXCESSIVE 
MONETARY EXPANSION BASED IN PART ON UNSEASONABLY HIGH FOREIGN 
EXCHANGE INFLOWS IS CONTRIBUTING TO PRIVATE SECTOR EXPECTATIONS 
OF A RESURGENCE OF INFLATION TO LAST YEAR'S CALENDAR YEAR LEVEL 
OF 38-40 PERCENT. END SUMMARY. 
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2. REAL ECONOMIC INDICATORS - DATA RECENTLY MADE AVAILABLE INDICATE 
ESTIMATED INDUSTRIAL GROWTH OF 5.8 PERCENT IN JAN-MARCH 1978 
COMPARED TO THE FIRST QUARTER OF 1977. THIS REVIVED ACTIVITY IN THE 
INDUSTRIAL SECTOR PROMISED TO OFFSET IN PART ANTICIPATED ABSOLUTE 
DECLINES IN AGRICULTURAL OUTPUT RELATED TO THE DROUGHT (SEE REFTEL 
A). PRODUCTION OF CONSUMER GOODS (UP 7.4 PERCENT) AND OF INTERMEDIATE 
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GOODS (UP 5.6 PERCENT) LED INDUSTRIAL GROWTH. CAPITAL GOODS OUTPUT 
WAS ESTIMATED 2.6 PERCENT LOWER IN JAN-MAR 1978 THAN IN THE SAME 
PERIOD LAST YEAR, REFLECTING CONTINUED SLACK INVESTMENT DEMAND. 
LEADING SUBSECTORS WERE CHEMICALS, PLASTICS, PAPER AND ESPECIALLY 
CONSUMER DURABLES, INCLUDING CARS AND ELECTRICAL APPLIANCES. 
TRANSPORT EQUIPMENT PRODUCTION WAS UP ESTIMATED 7.8 PERCENT IN 
JAN-MARCH. HOWEVER, DESPITE SHARPLY INCREASED EXPORTS, INVENTORIES 
OF TRACTORS INCREASED AS DOMESTIC SALES DROPPED BY 26 PERCENT 
THROUGH APRIL BECAUSE OF THE COMBINATION OF REDUCED SUBSIDIZA- 
TION OF AGRICULTURAL CREDIT AND REDUCED INCOME IN THE AGRICULTURAL 
SECTOR. INCREASES OF 10-1 1 PERCENT IN THE PRODUCTION OF TIRES AND 
AUTO-PARTS IN JAN -APRIL ALSO RESULTED IN BUILDUP OF STOCKS DUE 
TO LAGGING SALES. PRODUCTION OF PETROLEUM DERIVIATIVES WAS 8 PERCENT 
HIGHER IN JAN-APR 1978 AND PRODUCTION AND SALES OF SYNTHETIC FIBERS 
WERE UP 10-12 PERCENT THROUGH APRIL. SALES OF ELECTRIC APPLIANCES 
WERE RUNNING ABOUT 20 PERCENT AHEAD OF LAST YAR THROUGH APRIL, IN 
LARGE UE TO A 55 PERCENT INCREASE IN TV SALES INDUCED BY THE WORLD 
CUP SOCCER COMPETITION. SALES OF REFRIGERATORS WERE UP 9 PERCENT 
AND OF AIR CONDITIONERS AND WASHING MACHINES 5 PERCENT. A FINAL 
INDICATOR OF THE ACCELERATION IN NON-AGRICULTURAL ECONOMIC 
ACTIVITY WAS A 10.5 PERCENT INCREASE IN REAL TERMS IN TOTAL STATE 
ICM TAX REVENUES IN JAN-APR 78 OVER THE SAME PERIOD OF 1977. THE 
GROWTH WAS 12.0 PERCENT IN SAO PAULO, WHICH ACCOUNTED FOR 44 PERCENT 
OF THE TOTAL. IN CONTRAST, AGRICULTURALLY DEPENDENT PARANA SUFFERED 
A 12.6 PERCENT REAL DECLINE IN ICM RECEIPTS. 
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3. FOREIGN TRADE - DATA RELEASED BY THE FINANCE MINISTRY INDICATE 
A SMALL IMPROVEMENT IN THE BALANCE OF TRADE IN APRIL. EXPORTS OF 
$1,012 MILLION AND IMPORTS OF $1,000 MILLION DURING THE MONTH 
PRODUCED 
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A SURPLUS OF $12 MILLION. THE CUMULATIVE DEFICIT (F.O.B.) THUS 
DECLINED SLIGHTLY TO $334 MILLION FOR THE FOUR MONTHS JAN-APRIL 1978. 

TOTAL EXPORTS DURING THE PERIOD WERE $3,695 MILLION OR 1.2 PERCENT 
LOWER THAN DURING THE SAME FOUR MONTHS OF 1977. TOTAL IMPORTS IN 
JAN-APRIL 1978 WERE $4,029 MILLION, WHICH CONSTITUTED A 4.9 PERCENT 
INCREASE OVER LAST YEAR. ALTHOUGH PRODUCT BREAKDOWNS ARE NOW YET 
AVAILABLE, THE DECLINE IN EXPORTS REPORTEDLY CONTINUED TO BE 
ALMOST WHOLLY ATTRIBUTABLE TO LOWER COFFEE EARNINGS AND THE RISE IN 
IMPORT PAYMENTS WAS PROBABLY DUE TO THE 6.3 PERCENT INCREASE 
REPORTED BY PETROBRAS IN THE VOLUME OF PETROLEUM IMPORTS IN JAN- 
APRIL. ACCORDING TO INDUSTRY REPORTS, COFFEE EXPORTS PICKED UP IN 
MAY. SIMONSEN HAS SAID HE EXPECTS INCREASED COFFEE EARNINGS IN THE 
THIRD QUARTER TO JOIN RISING MANUFACTURED EXPORTS IN HELPING TO 
OFFSET THE ANTICIPATED SHORTFALL IN SOYBEAN EXPORTS COMPARED TO 1977. 

4. FOREIGN BORROWING-THE GOB CONTINUES TO BORROW AT A BRISK PACE, 

TAKING ADVANTAGE OF CURRENT INTERNATIONAL MARKET CONDITIONS TO REDUCE 
INTEREST RATE SPREADS, EXTEND MATURITIES AND GRACE PERIODS, 

AND DIVERSIFY SOURCES OF FINANCING. LOANS FOR 5 YEARS WERE 
BEING NEGOTIATED AT 11/8-1 1/4 PERCENT OVER LIBOR IN MID-MAY, 

COMPARED TO THE 2 1/4 PERCENT SPREAD PREVAILING AT THE END OF 1977. 
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US BANK REPRESENTATIVES INDICATED TO FINATT ON A RECENT VISIT TO 
RIO AND SAO PAULO THAT 5-YEAR LOANS MAY BE SIGNED AT ONLY 1 PERCENT 
OVER LIBOR IN THE NEAR FUTURE. THEY POINTED OUT THAT SHORT- 
TERM TRADE FINANCING IS NOW AT LIBOR TO 1/2 PERCENT ABOVE LIBOR. 
ILLUSTRATIVE OF THE TREND IS A PENDING $28 MILLION LOAN FROM 
REPUBLIC BANK OF DALLAS AND MARINE MIDLAND TO THE RIO TELEPHONE 
COMPANY (TELEREJ) FOR 10 YEARS AT 1 1/4 PERCENT SPREAD. ALSO 
REPORTED IN THE WORKS IS A $100 MILLION CREDIT TO THE STEEL 
COMPANY ACESITAS, GUARANTEED BY THE BANK OF BRAZIL AND SPLIT INTO 
5 AND 10 YEAR MATURITIES WITH THE SHORTER TERM PORTION PRICED AT 
7/8 PERCENT OVER LIBOR. THIS WILL BE BRAZIL'S FIRST MEDIUM-TERM 
LOAN AT LESS THAN 1 PERCENT SPREAD SINCE 1973. SOME BANKERS DIS- 
COUNT THE IMPORTANCE OF THE ACESITAS LOAN AS A PRRECEDENT BECAUSE 
THE STEEL FIRM IS OWNED BY THE BANK OF BRAZIL AND THE LEAD LENDING 
BANK REPORTEDLY IS EUROPEAN BRAZILIAN BANK LTD.. WHICH HAS 
SUBSTANTIAL BANK OF BRAZIL PARTICIPATION. NONETHELESS, SPOKESMEN 
FOR BANK OF AMERICA, CITIBANK, CHEMICAL, FIRST NATIONAL OF BOSTON, 
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AND FIRST NATIONAL OF PITTSBURGH ALL COMMENTED THAT THE HIGH 
LIQUIDITY IN THE BANKS MAY RESULT IN SOME FURTHER NARROWING 
OF THE INTEREST SPREAD FOR BRAZIL. THERE WAS NO CONSENSUS ON 
WHEN THE RATES MIGHT STABILIZE, WITH OPINIONS RANGING FROM 1 TO 
6 MONTHS. IN ADDITION TO LONGER OVERALL MATURITIES, FOREIGN BANKERS 
REPORT THAT THE CENTRAL BANK IS GRADUALLY PUSING THE GRACE PERIOD 
WELL BEYOND THE OFFICIAL 30 MONTH MINIMUM. GRACE PERIODS OF 36-42 
MONTHS ARE NOW COMMON AND HAVE REACHED 48 MONTHS ON 10 AND 12 
YEAR LOANS. THIS CONFIRMST THAT THE BRAZILIAN AUTHORITIES HAVE NOT 
SACRIFICED THEIR PRIORITY EMPHASIS ON DEBT PROFILE AS THEY HAVE 
SUCCESSFULLY REDUCED INTEREST SPREADS. BRAZIL ALSO HAS EXER- 
CISED INCREASED RECOURSE TO INTERNATIONAL BOND MARKETS. THE FINANCE 
MINISTRY ANTICIPATES BOND ISSUES TOTALLING $600 MILLION IN THE 
FIRST SIX MONTHS OF 1978, INCLUDING THREE ALREADY COMPLETED BY THE 
GOB TREASURY IN JAPAN, GERMANY, AND THE NETHERLANDS. 
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5. FOREIGN RESERVES - ACCORDING TO PRESS REPORTS, 

CONFIRMED BY CENTRAL BANK CONTACTS, GROSS FOREIGN EXCHANGE RESERVES 
WERE APPROXIMATELY $7.5 BILLION AT THE END OF APRIL. THAT LEVEL 
REPRESENTED INCREASES OF $300 MILLION SINCE THE END OF 1977 AND 
OF $1.7 BILLION (ABOUT 30 PERCENT) IN THE 12 MONTHS MAY 1977- 
APRIL 1978. RECENT ESTIMATES SUGGEST THAT OVER 90 PERCENT 
OF TOTAL GROSS RESERVES CONSIST OF FOREIGN 
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CURRENCY HOLDINGS, OF WHICH THE US DOLLAR ACCOUNTED FOR 80 
PERCENTAGE POINTS. ALSO CENTRAL BANK SOURCES HAVE INDICATED 
CONFIDENTIALLY THAT PERHAPS 80-85 PERCENT OF BRAZIL S OFFICIAL 
FOREIGN CURRENCY RESERVES ARE HELD IN THE FORM OF FIXED TERM 
INVESTMENTS OF UP TO SIX MONTHS MATURITY. 

6. EXCHANGE RATE - IN COMPARISON WITH CUMULATIVE INFLATION OF 
17 PERCENT IN JAN-MAY 1978 AND 35 PERCENT IN THE 12 MONTHS JUNE 

1977 - MAY 1978, (SEE PARA 7), THE CRUZEIRO DEPRECIATED WITH RESPECT 
TO THE US DOLLAR IN APPROXIMATELY THE SAME RESPECTIVE PERIODS BY 
10-1 1 PERCENT AND 27 PERCENT (SEE REFTEL C). EVEN IF ANNUAL 

RATES OF INFLATION ARE AVERAGING 6-8 PERCENT IN BRAZIL'S TRADING 
PARTNERS, THE CRUZEIRO PROBABLY APPRECIATED SLIGHTLY IN TRADE- 
WEIGHTED REAL TERMS IN THE LAST TWO MONTHS BECAUSE OF THE RECENT 
RECOVERY OF THE US DOLLAR RELATIVE TO OTHER CONVERTIBLE CURRENCIES. 
THE GOB AUTHORITIES PERHAPS HAVE PERMITTED SOME SLIPPAGE IN THE 
MOVEMENT OF THE EXCHANGE RATE BECAUSE OF THE ALREADY IMPESSIVE 
GROWTH OF MANUFACTURED EXPORTS IN 1978 AND IN ORDER TO HOLD DOWN 
THE ADVERSE IMPACT OF HIGHER IMPORT COSTS ON DOMESTIC PRICES. 

7. PRICES-ACCORDING TO PRELIMINARY GETULIO VARGAS FOUNDATION DATA, 
LIMITED OFFICIAL USE 
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INFLATION IN MAY WAS VERY SIMILAR TO APRIL (SEE REFTEL B). THE 
GENERAL PRICE INDEX FOR INTERNAL SUPPLY ROSE 3.2 PERCENT, COMPARED TO 
3.4 PERCENT IN APRIL. THE INCRASE IN WHOLESALE PRICES WAS 3.5 
PERCENT IN MAY OR EXACTLY THE SAME AS IN THE PRECEDING MONTH. THE 
INCREASE IN THE RIO CIVIL CONSTRUCTION PRICE INDEX ROSE ONLY 2. 1 
PERCENT AGAINST 5.2 PERCENT IN APRIL. HOWEVER, THE FOOD SUPPLY 
SITUATION BEGAN TO IMPACT MORE SERIOUSLY ON CONSUMER PRICES, AS 
THE RIO COST-OF-LIVING INCREASE JUMPED TO 3.2 PERCENT IN MAY, 

COMPARED TO 2.3 PERCENT IN APRIL. THE CUMULATIVE INCREASES DURING 
THE PERIOD JAN- JAY 1978 WERE 17.0 PERCENT GENERAL INDEX, 18.2 
PERCENT WHOLESALE PRICES, AND 14.8 PERCENT RIO COST-OF-LIVING. 

THE CUMULATIVE INCREASES IN THE 12 MONTHS ENDING MAY 1978 WERE 
35.1 PERCENT GENERAL INDEX, 34.4 PERCENT WHOLESALE INDEX, AND 
36.0 PERCENT RIO COST-OF-LIVING. FINANCE MINISTER SIMONSEN HAS 
POINTED OUT THAT AGRICULTURAL PRICES ACCOUNT FOR ABOUT 40 PERCENT 
OF THE OVERALL PRICE INDICES. DUE IN PART TO SUPPLY SHORTFALLS, 

HE SAID, AGRICULTURAL PRICES ROSE NEARLY 26 PERCENT IN JAN-MAY 

1978 WHILE PRICES FOR INDUSTRIAL PRODUCTS INCREASED 14 PERCENT. 

ABOUT 2.5 PERCENTAGE POINTS WERE DIRECTLY ATTRIBUTABLE TO ONE 
PRODUCT, CORN, THE PRICE OF WHICH INCREASED 47 PERCENT IN JAN MAY 
1978. 

8. MONEY AND CREDIT- MONETARY EXPANSION CONTINUED IN APRIL TO 
EXCEED OFFICIAL TARGETS, REPORTEDLY IN PART OWING TO SUBSTANTIAL 
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INFLOWS OF FOREIGN CAPITAL. ACCORDING TO PRESSS REPORTS, THE 
MONEY SUPPLY INCREASED 4.7 PERCENT IN APRIL. THE CUMULATIVE INCREASE 
IN THE FOUR MONTHS JAN APRIL WAS 2.9 PERCENT, IN CONTRAST WITH THE 
MONETARY BUDGET TARGET OF CUMULATIVE CONTRACTION OF 0.7 PERCENT. 
MONEY SUPPLY GROWTH IN THE 12 MONTHS ENDING APRIL 1978 WAS 38.5 
PERCENT. OUTSTANDING BANKING SYSTEM LOANS TO THE PRIVATE SECTOR 
INCREASED 11.9 PERCENT IN THE FIRST 

FOUR MONTHS OF 1978; COMMERCIAL BANKS LOANS INCREASED 12.1 
PERCENT AND BANK OF BRAZIL LENDING WAS UP 5.8 PERCENT. LOANS BY 
LIMITED OFFICIAL USE 
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THE NATIONAL HOUSING BANK (BNH) INCREASED 19 PERCENT AND BY THE NA- 
TIONAL DEVELOPMENT BANK(BNDE) 15 PERCENT. INTEREST RATES ON INVEST- 
MENT BANK LENDING TO PRIME CUSTOMERS WERE 47-50 PERCENT IN MAY. 
COMMERCE AND INDUSTRY SPOKESMEN HAVE COMPLAINED THAT CREDIT 
IS OFTEN AVAILABLE ONLY AT RATES IN EXCESS OF 50 PERCENT. 

BRAZILIAN BANKERS HAVE STATED TO FINATT THAT LOAN DEMAND IS 
RELATIVELY SLACK BUT THAT INTEREST RATES ARE REMIAINING HIGH 
BECAUSE OF WIDESPREAD EXPECTATIONS THAT INFLATION WILL REACH 
38-40 PERCENT IN 1978. 

SAYRE 
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